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NOTE RELATING TO FORWARD-LOOKING STATEMENTS

Statements in this Annual Report on Form 10-X that are not descriptions of historical facts are forward-looking
statements that are subject to risks and uncertainties. These statements and other statements made elsewhere by us or
our representatives, which are identified or qualified by words such as *likely,” *will,” “suggests,” “expects,” *may,”
“helieve,” “could,” “should,” “would,” “anticipates,” “plans” or similar expressions, are based on a number of
assumptions. Actual events or results could differ materially from those currently anticipated due to a2 number of
factors, including those set forth herein and in cur other SEC filings and including, in particular: fuel prices, general
cconomic conditions, the regulation, development and operation of landfills, our ability to manage growth, the
availability and integration of acquisition targets, regulatory permitting processes, the cost of complying with the
Sarbanes-Oxley Act, impairment of goodwill, competition, geographic concentration, weather conditions, and
government regulation. With regard to the proposed going private transaction pursuant to the executed merger
agreement described herein, factors that could cause the merger not to occur or could cause results to otherwise differ
from the results expressed or implied by any forward-looking statements regarding the merger include, but are not
limited to: the occurrence of any event, change or other circumstances that could give rise to the termination of the
merger agreement or the failure of required conditions to close the merger; the outcome of any legal proceedings that
have been or may be instituted against us and others as a result of the proposed merger; the inability to obtain
shareholder approval or the failure to satisfy other conditions to completion of the merger, including the receipt of
certain regulatory approvals; the failure to obtain any contemplated debt or equity financing; risks that the proposed
transaction disrupts current plans and operations and the potential difficulties in employee retention as a result of the
merger; and the potential impact of current unsettled conditions in the credit markets. You are urged to consider
these factors carefully in evaluating the forward-looking statements and are cautioned not to place undue reliance on
such forward-looking statements. The forward-looking statements made herein are only made as of the date of this
report and we undertake no ebligation to publicly update such forward-looking statements to reflect subsequent
events or circumstances.
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PART1

ITEM 1. BUSINESS
Intreduction

Our website address is www.wasteindusiries.com. We make available free of charge through our website our annual
report on Form 10-K, quarterly reports on Form 10-Q. current reports on Form 8-K, and all amendments to those reports as
soon as reasonably practicable after such material is electronically filed with or furnished to the Securities and Exchange
Commission,

Wasle Indusiries USA, Inc. 1s a regional, verlically integrated solid waste services contpany. We provide solid waste
collection, transfer, disposal and recycling services to commercial, industrial and residential customer locations in North
Carolina, South Carolina, Virginia, Tennessee, Mississippi, and Georgia. Our principal operations as of December 3, 2007
consisted of 34 collection operations, 29 transfer stations, approximately 66 county convenience drop-off centers, 12
recycling facilities and nine landfills, serving approximately 875,000 municipal, residential, commercial and industrial
service locations.

The Chairman of the Board of Directors who founded our company in 1970 and our Chiefl Executive Officer are
recognized for their leadership roles throughout the solid waste management industry and trade orpanizations, Our
management team collectively has over 223 years of experience in the solid waste industry and over 154 years with our
company.

Proposed Going Private Transaction

On December |7, 2007, we entered into an agreement and plan of merger with Marlin HoldCo LP, a Delaware Limited
partnership. and its wholly owned subsidiary, Marlin MergeCo Inc., a North Carolina corporation. Pursuant to the terms ol
the merger agreement, Marlin MergeCo will merge with and inte our company, and. as a result, our company will continue as
the surviving corporation and a wholly owned subsidiary of Marlin HoldCo. Marlin HoldCo is owned by an investor group
led by Lonnie C. Poole, Jr.. our founder and Chairman, and Jim W. Perry, our President and Chief Executive Officer, and
financial partners MIP Wasie Holdings, L.P.. an affiliate of Macquarie Infrastructure Partners, and GS Direct, LLC. an
alfiliate of Goldman, Sachs & Co., whom we refer to collectively as the Investor Group.

Upon the completion of the merger, we would cease to be a publicly reporting company and would cease all filings
under the Securities Exchange Act of 1934, as amended..

The merger agreement was unanimously approved by the Special Commuitiee of our Board of Directors that was
appointed by the Board of Directors to consider this matter. The merger agreement was also approved by our Board of
Directors, with Lonnie C. Poole, Jr. and Jim W. Perry abstaining.

Al the elTective time of the merger, each outstanding share of our common stock. other than a portion of the shares
owned by the Investor Group (as discussed in the next paragraph) and by any shareholders who properly exercise dissenters’
rights under North Carolina law. will be cancelled and converted into the right to receive 538.00 in cash, without interest.

A portion of the shares of common stock owned by Lonnie C. Poole, Ir., Iim W, Perry and certain of their family
members and affiliates will not receive the cash merger consideration, butl will instead be exchanged for equity ownership in
HoldCo.

The merger agreement and the transactions contemplated thereby will be submitied to a vote of our shareholders at a
special meeting ol our shareholders. The members of the Investor Group who hold shares of our comman stock, including
Mr. Poole and Mr. Perry and their family members and afTiliates, have entered into a support agreement with the other
members of the Investor Group in which they have agreed 1o vole their shares in [avor of the merger. The vote of the shares
subject to the support agreement is sufficient to approve the merger.

The closing of the merger is condilioned upon the approval of our shareholders, certain regulatory approvals. including
the expiration of the waiting period under the Hart-Scoti-Rodino Antitrust Improvements Act of 1976, which period expired
on February 6. 2008, the exercise of dissenters™ rights by holders ol not more than 10% ol our common stock and other
customary closing conditions. The closing of the merger is not conditioned on the receipt of any financing by the Investor
Group. The Investor Group has received o commitment from Wachovia Bank, HSBC Securities (USA) and HSBC Bank for
up to $455 million in debt financing 1o finance the (ransaction.
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Pursuant to the merger agreement, we may not solicit other proposals subject lo exceptions that permit our Board of
Dyirectors (or the Special Commitlee) to take actions as required by their fiduciary duties to participate in any discussions or
negotiations regarding unsolicited alternative business combination transactions.

The merger agreement containg cerlain termination rights for HoldCo, including if our Board of Directors (or the
Special Commitlee) changes its recommendation 1o the shareholders in response lo a superior proposal as required by iis
liduciary duties under applicable law. The merger agreement also provides that, upon the termination of the merger
agreement, under specified circumstances, we will be required to reimburse Marlin HoldCo [or its reasonable merger
expenses up to $8.75 million and that, under specified circumstances, we will be required to pay Marlin HoldCo a
termination fee of approximately $19.0 million. Additionally, under specified circumstances, Marlin HoldCo will be required
1o pay us a fermination fee of approximalely $29.9 miilion. The members of the Investor Group have severally, but not
jointly, agreed (o guarantee their proportionate liability of any such amounts payable by Marlin HoldCo 10 us pursuant 1o a
limited guarantee. As of December 31, 2007, we had incurred approximately $1.9 million in professional {ees associaled with
this proposed transaction.

We have made customary representations, warranties and covenants in the merger agreement, which generally expire at
the effective time of the merger. Some of these covenants relalte to, and limit our discretion o, take certain aclions or business
decisions without the prior consent of Marlin HoldCo, including, but not limited to:

« declaring or paying any dividend on shares of our common stock;

»  purchasing, selling, morlgaging or otherwise disposing of any properlies or assets having a value in excess of 53
million in the aggregale;

« making any investment or material acquisition of another person or business having a value in excess of 85
million in the aggregate;

« making any capital expenditures nol contemplated by the capital expenditure budget having an aggregate value in
excess of $5 million [or any 12 consecutive month period,;

« ipcurring, assuming, guaranteeing, or becoming obligated with respect to, any debt, which, when taken together
with all our other debt would result in indebtedness greater than S180 million in the aggregate outstanding at any
given time (excluding intercompany debt);

¢« entering into, renewing, extending, amending or terminating any contract which il entered into prior to the date
ol the merger would be a material contract, other than any contract relating to indebtedness that would not be
prohibited in the merger agreement, or any contracts not in the ordinary course, involving the commitment or
transfer of value in excess of 85 million in the aggregate in any year; or

« waiving. releasing. assigning, setiling or compromising any claim, action or proceeding, other than waivers,
releases, assignments, settlements or compromises that involve only the payment of monelary damages not in
excess of S1 million in the aggregate, or otherwise paying. discharging or satis{ying any claims, liabilities or
obligations in excess of such amount, in each case, other than in the ordinary course consistent with past practice.

The discussion in this report of our business, operations, strategy, plans, {inancing and other matlers is based on, and
assumes, our continued existence as a publicly held company, and is qualified i all respects by the terms of the proposed
going private transaction and the limilations imposed by the merger agreement on our ability to take certain actions while the
merger is pending. These constraints on our business could significantly impact our operations and business stralegy as
discussed in this report prior o the consummation of the proposed merger or the termination of the merger agreement.

In addition, il the proposed merger is consummated, our business, operations, strategy, plans. financing and other
mallers as described in this report will no longer be subject to oversight by our current board of directors and may dilter
malterially from the description ol these maiters in this report.

The full text of the merger agreement may be found as an exhibit to our Securities Exchange Act filings. Please see
ltent 15 — “Exhibits and Financial Statement Schedules™ for the reference cite to the merger agreement.

Industry Overview
In the last 15 vears, the solid waste collection and disposal industry has undergone a period ol significant consolidation
and integration. We believe that this consolidation and integration has been caused primarily by:
« increasingly stringent environmental regulation and enforcement resulting in increased capital
requirements for collection companies and landfill operators:

«  the ability of larger integrated operators (o achieve certain economies of scale:




+  the increased integration of collection, transfer, disposal and recyeling capabilities; and

+  the continued privatization of solid waste collection and disposal services by municipalities and other
governmental bodies and authorities.

Despite the considerable consolidation and integration that has occurred in the solid waste indusiry in recent years, we
belicve, based on our experience in the industry, that the industry remains primarily regional in nature due to the localized
nature of collecting and disposing of waste and highly fragmented due to the many small competitors in many markets.

The increasingly stringent industry regulations, such as the Subtitie D regulations of the Environmental Protection
Agency, or EPA, have resulled in rising operating and capital costs and have caused the consolidation and acquisition
activities in the solid waste collection and disposal industry in the last 15 years. Many of the smaller industry parlicipanis
have found these costs dilficult to bear and have decided 1o either close their operations or sell them o larger operators. In
addition, Subtitle D requires more stringent engineering of solid waste landfills including liners, leachate collection and
monitoring and gas collection and monitoring. These ongoing costs are coupled with increased financial reserves [rom solid
waste land[ill operators for closure and post-closure monitoring. As a result, we believe, based on our market research, the
number of solid waste landlills is declining while the size of solid waste landfills is increasing.

[n many markels in which we operate or intend to expand, competilive pressures are forcing operators to become more
efficient by establishing an integrated network of solid waste collection operations and transfer stations, through which they
secure solid waste streams for disposal. Operators have adopted a variety ol disposal strategies, including owning landfills.
establishing strategic relationships 1o secure access (o landfills. or by otherwise capturing significant wasie stream volumes 1o
gain leverage in negotiating lower landfill fees and securing long-term contracts with high capacity landfills on most [avored
pricing lerms.

in the Southeastern U.S. solid waste market, which is our market, city and county governments have historically
provided a variety of solid waste services using their own personnel. Over time, many municipalities have opled to privatize
or contract out their collection and disposal services to the private sector. Landfills, transfer stations and incinerators localed
in our market area are predominantly municipally owned. The Southeastern market has been and is currently undergoing
significant economic and population growth. Several states in the Southeastern U.S. exceed the national average in terms of
economic growth as measured by gains in jobs, personal income and population.

‘There is an increasing trend at the state and local levels to encourage waste reduction at the source and to prohibit the
disposal of certain types of wastes, such as yard wastes and recyclable materials, at land[ills, For example. North Carolina,
South Carolina and Virginia have cach established quantifiable goals and time frames to reduce the solid waste disposed of in
their respective landfills. We believe. based on our experience in the industry. that these trends and laws have created
significant opportunities for solid waste services companies (o provide additional recycling services lo generators ol solid
waste who are not otherwise able 10 dispose of such waste.

Strategy

Our objective is 1o build the premier solid waste services company in the Southeastern U.S. by expanding our
operations and capitalizing on our strong market presence. Our stralegy for achieving this objective is:

+ to gencrate internal growth by adding customers and services to our exisling operations;

+ 1o acquire solid waste collection companies, customers and, under appropriate circumstances, landlills in
existing and new areas of our target market; and

« o increase operating efficiencies and enhance profitability in our existing and acquired operations.

We intend to implement this strategy primarily through interal growth supplemented by tuck-in acquisitions in our
existing markets. We continue to examine opportunities to expand our presence in new and existing markets in the
Southeastern U.S. There can be no assurance that we will be able to identify suitable acquisition candidates or, if identilied.
successTully negotiate their acquisition. Il we fail to implement successully our acquisition strategy, our growth potential
will be hmited.

Internal Growth

I order to continue 10 achieve internal growth, we intend to focus on increasing sales penetration in current and
adjacent market areas, marketing upgrades or additional services (such as on-site solid wasie compaction) 1o existing
customers and implementing selective price increases. We strive (0 be the lirst or second largest provider, in terms of markel
share. of waste services in the majority of the markets in which we operate. Current levels of population growth and
economic development in the Southeastern LS. and our strong market presence should provide an opportunity [or us o
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increase revenues and market share in our region. As customers are added in existing markets, our density is improved, which
should increase our collection efliciencies and profitability. At December 31, 2007, we had an approximately 42-person sales
force dedicated to maintaining and increasing our sales 1o new and existing commercial, industrial, municipal and residential

customers.

An imporlant part ol our internal growth strategy is to operate transfer stations strategically located throughout our
geographic area (0 improve our consolidation of collected solid waste and permit us 1o deliver the collected solid waste to
Jandfills where we have negoliated favorable volume rates with landfill operators or 10 dispose of it al siles we own. At
December 31, 2007, we operated 29 transler stations, 11 of which we own. By operaling transfer stalions, we engage in direct
communication with municipalities that own the transfer stations regarding waste disposal services, better positioning us to
gain additional business in our markets in the event any of these municipalities privatize their solid waste operations. To the
exient we are unable lo operate existing (ransfer stations owned by municipalilies, we would consider constructing our own

transfer station,

Expansion Through Acquisitions
Qur strategy [or growih includes:

¢ “tuck-in" and other acquisitions of solid waste collection companies and customers in existing and
adjacent markels;

«  the acquisition of solid waste collection companies and customers in new markets; and

«  the acquisition of landfills in certain circumstances.

We seek 1o acquire companies with a significant market presence, high service standards and an experienced
g
managemenl team willing to remain with our company.

Based on our markel research, we believe that numerous “tuck-in” acquisition opporiunities exist within our current
markel area. A “tuck-in" acquisition refers 1o an acquisition in which we acquire a sohid waste collection company, a division
of a company or customer routes of a company located in our existing market area, and infegrate the acquired operations or
customers into the operations of one of our existing branch facilities. These acquisitions have become an integral part ol the
industry compeltitive model due 1o the efficiencies mvolved. Such acquisitions, if consummated, provide us with
opportunities to improve market share and route density.

AsS we enter new markets through acquisitions, we intend 1o continue to implement a regional expansion strategy. The
regional expansion strategy provides us with a base of operations 1o grow internally through price increases, providing
additional services o existing customers, adding new private and public customers as well as tuck-in acquisitions. We can
then expand our presence in the targeted region by adding solid waste collection and transler operations in regional markets
adjacent to or contiguous with the new location. Because our goal is to increase the scale of our operations through internal
growth and through the acquisition of other solid waste businesses, we might experience periods of rapid growth with
significantly increased stafling requirements. Such growth, i it were to oceur, could place a aignificant strain on our
management and on our operational, financial and other resources. Our ability (o maintain and manage our prowth eflectively
will require us to expand our management information systems capabilities and improve our operational and [inancial
systems and controls. Moreover, we will need 1o altract, train, motivale, retain and manage our senior managers, technical
professionals and other employees. Any failure o expand our management information systems capabilities and our
operational and {inancial systems and controls or 1o recruit appropriate additional personnel in an efficient manner at a pace
consistent with any business growth we may experience would have a material adverse elfect on our operations.

The consolidation and integration activity in the solid waste industry, which peaked in the 1990°s, as well as the
difficulties, uncertainties and expenses relating 1o the development and permitting of solid waste landfills and transfer
stalions, has increased competition lor the acquisition ol existing solid waste collection, transfer and disposal operations.
Increased competition for acquisition candidates as well as less advantageous acquisition terms, including increased purchase
prices, might result in fewer acquisition opportunities being available (o us. These circumstances might increase acquisition
costs 1o levels beyond our financial capability or pricing parameters. Such circumstances might have an adverse effect on our
results of operations, Many of our competitors for acquisitions are larger, better known companies that possess significantly
greater resources than we have, We alse believe, based on our experience. that a signilicant factor n our ability o
consummate acquisitions will be the relative altractiveness ol shares ol our common stock as an investment instrument to
polential acquisition candidates. This attractiveness will, in large part, be dependent upon the relative market price and capital
appreciation prospects of our common stock compared to the equity securities ol our compeltitors.

[nn the past several vears. we have been and expect to continue 1o be actively engaged in identifying solid waste landill
acquisition candidates in the Southeastern U.S.. although the number of candidates is limited 1 our current market area.
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Based on our experience in the industry, we believe that the successful acquisition of landfills will provide us with
opportunities to integrate vertically our collection, transfer and disposal operations while improving operating margins.
Generally, we will evaluate a landfil] target by determining, among other things, whether access to the landfill is
economically feasible from our existing market areas either directly or through strategically located transfer stations,
expected landfill life, the potential for landfill expansion, and current disposal costs compared with the cost to acquire the
landfill. In addition, where the acquisition of a land{ili site is either not available or not economically feasible, we seek 1o
enler into long-term disposal contracts with facilities that are localed in proximity 1o our market areas.

Acquisition Program

From 1990 through December 31, 2007, we acquired, either by merger or assel purchase, 115 solid waste collection or
disposal operations, with nine being acquired in 2007, eight being acquired in 2006 and fourteen being acquired in 2005, We
have developed a set of financial, geographic and management criteria designed to assist management in the evaluation of
acquisition candidates engaged in solid waste collection and disposal. These criteria evaluate a variety of factors, including,
but not limited to:

«  lhistorical and projected financial perlormance;
+  internal rate ol return, return on assets and return on revenue;

«  experience and reputation of the candidate’s management and customer service repulation and relationships with
the local communities;

+  composition and size of the candidate’s customer base:

«  whether the geographic location of the candidate will enhance or expand our markel area or ability to attract
other acquisition candidates;

- whether the acquisition will augment or increase our markel sharc or help protect our existing customer
base;
+  any synergies anticipated to be gained by combining the acquisition candidate with our existing operations; and

«  actual and contingent liabilities of the candidate.

We have an established integration procedure for newly acquired companies designed 1o effect a prompt and efficient
integration ol the acquired business while minimizing disruption to our ongoing business and that of the acquired business.
Once a solid waste collection operation is acquired, programs designed 1o improve collection and disposal rouling. equipment
maintenance and utilization, employee productivity, operating efficiencies and overall profitability are implemented. To
improve an acquired business’ operational productivity, administrative efliciency and profitability, we apply the same
benchmarking programs and systems to the acquired business as are employed at our exisling operations. We also solicit new
commercial, indusirial and residential customers in areas within and surrounding the markets served by the acquired
collection operations as a means of further improving operating efficiencies and increasing the volumes of solid waste
collected by the acquired operation. We typically attempt to retain the acquired company s management and key employees
and consolidate administrative and management information systems through our corporate offices.

Prior to completing an acquisition, we perform extensive environmental, operational, engineering, legal, human
resource and financial due diligence. All acquisitions are subject 1o initial evaluation and approval by our management before
being recommended to our Board of Directors. See Note 2 in our Notes 1o Consolidated Financial Statements for discussion
of our acquisition and disposition activity.

Operating Enhancements

We have implemented advanced management information systems. financial controls, shared support services and
benchmarking systems designed 1o improve the productivity, efliciency and profitability of our existing and acquired
operations. Each branch facility has on-line real time access to our {inancial, operating. cost and customer information. This
access enables our managers to evaluate continuously our perlormance record and 1o estublish benchmarks in all phases ol
our operations. Management utilizes these systems to:

« improve collection and transportation efficiencies:
«  enhance equipment and personnel utilization;
«  reduce equipment acquisition and maintenance costs:

+  reduce disposal costs by maximizing waste streams directed to lower cosl land(lls:

«  monitor and collect customer accounts on o timely basis: and




= provide current information 1o our sales force to ensure properly structured pricing for new cusiomers.

Through the utilization ol our syslems and controls, we will continue to manage our landfill disposal costs and to
negotiale long-term disposal contracts with Subtitle D landfill operators. In addition, we have developed an extensive
network of transfer stations that we use to consolidate wasle streams 10 gain greater leverage in negotialing landfill disposal
fees. As of December 31, 2007, 42% of our waste volume was directed through transfer stations owned or operated by us.

Contracts Program

We currently have 258 municipal contracls that represent approximately $98.9 million of revenue on an annualized
basis. In most cases, only larger disposal services companies such as us are financially acceptable to the municipality.
Historicalty, in the Southeastern U.S., city and county governments have provided a variety of solid waste services using
their own personnel. Over time, many municipalities have opted to privalize or coniract out their collection and disposal
services {o the private seclor. Typically, these conlracts are competitively bid and have initial terms of one to five years. In
bidding for large contracis, our management ieam draws on ils experience in the waste industry and its knowledge of local
service areas in existing and target markels. We engage in extensive due diligence using our advanced management
information systems and productlivily and cost modeling analyses to respond (o requests [or proposals to provide services.
Our regional managers are responsible {or managing the relationships with local governmental officials within their
respective service area and sales representatives may be assigned specific municipalities for coverage. We may be required to
bid for renewal of a contract previously awarded 1o us, or in certain cases lo renegotiate the contract as a result of changed
markel conditions. While longer-term contracts can provide more consistent cash flow, increases in the cost of fuel and other
operaling costs during the contract’s term could reduce the contract’s profitability. To minimize this risk, we generally
include price increases in our longer-term contracts. However, our ability 10 pass on price increases is somelimes limited by
the terms of our contracts. Long-term solid waste collection contracts typically contain a formula, generally based on a
predetermined published price index such as the Consumer Price Index, for automatic adjustment of fees, generally, on an
annual basis, to cover increases in some, but not all, operating costs, These fee increases are recognized as revenue when
earned (as the service is provided).

During 2007, we nel increased our municipal contract base by 4.3% to 238 customers. No single customer of ours
accounted for more than 5% of our revenues in 2005, 20006, or 2007, We do not believe that the loss of any single customer
would have a malerial adverse effect on our results of operations.

Services
Conunercial, Industrial and Residential Waste Services

We provide commercial and industrial collection and disposal services under one-yeur lo [ive-year service agreements,
typically. Fees are determined by such factors as collection {requency, level of service, route density, the type, volume and
weight of the waste collecied, the type of equipment and containers furnished, the distance to the disposal or processing
facility, the cost of disposal or processing and prices charged in our markets for similar service. Collection of larger volumes
associated with commercial and industrial waste streams generally helps improve our operating efficiencies and, through
consolidation of these volumes, we generally can negotiate more [avorable disposal prices. Our commercial and industrial
customers utilize portable containers lor storage thereby enabling us to service many customers with fewer collection
vehicles. Commercial and industrial collection vehicles normally require one operator. We provide two to eight cubic yard
containers o commercial customers and 10 1o 42 cubic yard containers to industrial customers. As a part of the services we
provide under our wasle services contract, we install, for an additional fee, stationary compactors that compact waste prior to
collection on the premises of a substantial number of large volume customers. We do not believe that any single commercial
or industrial contract is individually material to our results of operations.

Our residential solid waste collection and disposal services are performed either on a subscription basis with individual
households. or under contracts with municipalities, homeowners associalions, apariment owners or mobile home park
operators. Municipal contracts grant us the right 1o service all or a portion of the residences in a specified community or to
provide a central repository for residential waste drop-off. Municipal contracts in our market areas are typically awarded on a
competitive bid basis and thereafler on a bid or negotiated basis and usually range in duration from one to five years,
Residential contract fees are based primarily on route density. the [requeney and level ol service, the distance 10 the disposal
or processing lacility. the cost of disposal or processing and prices charged in that market {or similar service, Municipal
collection fees are paid either by the municipalities {rom tax revenues or through direct service charpes (o the residents
receiving the service. We do not believe that any single municipal or other residential contract is individuatly matenal to our
results ol operations.




Transfer Station Services

The 29 transfer stations we operated at December 31, 2007 receive, compact and transfer solid waste to larger vehicles
for transport to landfills. We believe that transfer stations benefit us by:

»  providing access to multiple landfills;
* improving utilization of collection personnel and equipmeni;
+  concenlraling the waste stream lo gain leverage in negotiating more favorable disposal rales; and

*  building relationships with municipalities that can lead to opportunities for additional business in the
future.

Depending on the location, size and local regulatory environment, fransfer stations can be constructed [or as little as
S150,000 for a small rural facility or as much as $1.5 million or more for larger sites. We believe that we have obtained all
permils and authorizations necessary Lo operate our existing transler stations and that each ol our existing transler stations has
been operated in compliance in all material respects with applicable environmental regulations.

At December 31, 2007, we owned 11 of the transfer stations we operated, and operate the remaining 18 transler
slations pursuant to operating agreemenls. We gencrally receive a fixed monthly operating fee for our services under these
agreements, logether with a variable fee based upon the number of hauls made by us {rom the station. At December 31, 2007,
approximately 41.8% of wasle direcled to the transfer stations we operated was delivered by third parties, who pay us a fee
based on the tonnage delivered. Control of these third-party waste streams coupled with our waste stream adds to our
bargaining power in our negotiations [or favorable solid waste disposal rates with landill operators.

Since 2005, we have owtsourced the majority of our transportation services related to transfer station operations. We
believe outsourcing these operations reduces capital expenditures, improves maintenance capacity for other core services.
reduces ownership costs, such as insurance, fuel, labor and maintenance costs, and improves the aging of our remaining
transfer fleet.

Landfills

At December 31, 2007, we owned eight solid wasle landfills. and operated. but did not own, one landfill under a life-
of-site operating contract. We are responsible Tor all final capping, closure and post-closure liabilities for these nine land[ills.
Additionally, in June 2006 we signed an agreement with Wake County, North Carolina lo design, construct and operale a
solid waste land{ill under a 23-year operating agreement. Wake County is the owner ol the property and permit and is
responsible for al} final capping, closure and post-closure liabilities. Wake County is responsible for billing and collecting
from customers and pays us an operating {ee based on tonnage received at the landfill. The landfill became operational in
February 2008, As ol December 31, 2007, the coslis related 1o this contract 1otaled approximately 56.7 million and are
included in property, plant, and equipment on our consolidated balance sheets.

Our landiill Tacilities are designed and operated to meet {ederal, state and local regulations in all material respects and
we believe each of our landfill sites is in compliance with current applicable state and federal Subtitle D regulations in all
malerial respects. None of our landfills are permitied 1o accepl hazardous waste.

Recyeling Services

Recveling involves the removal of reusable materials from the waste stream for processing and sale in various
applications. Based on our experience in the industry. we believe that recycling will conlinue to be an important component
of local and state solid waste management plans as a result of the public's increasing environmental awareness and expanding
regulations mandating or encouraging waste recycling. We offer commercial, industrial and residential customers recveling
for ofTice paper, cardboard. newspaper, aluminunt and steed cans, plastic, glass, pallets and yard waste. At December 31.
2007, we operated approximately 66 convenience sites where residents can dispose of recyclables. In 2007, less than 2.0% of
our revenues represented recyeling services. We do not believe that our recycling services revenue 1s malerial, nor do we
currently expect this revenue stream to be malterial o our results from operations, cash flows or capital expenditures in the
foreseeable Nuture.

Through a centralized effort, we resell recycled waste products using conmercially reasonable practices and seek Lo
manage commodity-pricing risk by spreading the risk among our customers. These commodities are delivered either to third-
party processing facilities in exchange lor a fee or 1o one of {ive facilities operated by us for processing prior o resale. The
resale prices of, and demand Lor. recyelable commaodities. particularly wastepaper, can be volatile and subject 1o changing
market conditions,
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Convertience Sites and Other Specialized Services

In 1982, we developed the concepl of a convenience site in response lo increasing volumes of waste dumped randomly
in rural areas, Each site typically consists ol a ramp for easy disposal access, a trash compacior and trash and recycling
containers. Most siles have posted operating hours during which our personnel assist residents with the deposit of waste and
recyclables while monitoring the types of waste deposited at the siles. Because these convenience sites reduce the amount of
trash dumped along roads and in recreational areas, we believe that county and local governments will contract for these sites
to be strategically located, At December 31, 2007, we operated approximately 66 convenience sites localed in nine counties
in our market area,

In addition, we have increased our efforts to win additional contracts to manage comprehensive disposal services for
large corporations and municipalities. For example, after thorough review and evaluation, we may provide a lump sum quote
for handling all the waste in a company’s facility. This would include separating at the source various wasles into
commaodities for resale and non-recyclables for disposal. The process ol sorting at the source, processing (hrough a
compaction systen and scheduling wasle and recyclable removals only when the containers are full reduces our cost and
increases our operating efficiency. Furthermore, confidential documents can be controlled throughout the process and
destroyed 1o the customer’s satisfaction.

Operations
Branch Facility Structure

Based on our experience in the industry, we believe that a branch facility structure enables some decision-making
authority to remain close to the customer and enables us to identify customers’ needs quickly and implement cost-effective
solutions. Furthermore, we believe that it provides a low-overhead, highly eflicient operational siructure that allows us Lo
branch into geographically contiguous markels and operate in small communities that larger competitors might not find
attractive. Based on our experience in the industry, we believe that branch facilities provide us with a strategic competitive
advantage given the relatively rural nature of the Southeastern U.S,

We deliver our waste services {rom branch locations in contiguous service areas, which permits our branch facilities to
provide back-up services and support to one another. Each manager of a branch facility has some decision-making authority
for the local market area, primarily with pricing. although monitored by corporale management to ensure that company-wide
goals are attained.

Our managerial philosophy centers on the principle that customers’ needs can best be served at the local level by a staff’
of well-trained personnel led by a branch manager. Each branch manager is responsible for implementing sales programs,
maintaining service quality, promolting safety in the branch’s operations and overseeing the day-to-day operations for the
branch. including contract administration, Branch managers also assist division managers in dentifying potential acquisition
candidates. Frequently. the branch manager is also the branch facility’s sales manager; but in larger market areas, branch
facilities will have one or more sales persons. Branch managers are compensated based on the performance of their branch.
Each branch manager reports 1o a division vice president, who reports 1o our chiel operating officer.

In addition to delivering our services, branch staff responsibilities include selting up cuslomer accounts, answering
customer questions, processing accounts payable and maintaining payroll and personnel information. Maintenance support
for collection equipment is also provided at the branch facility. The lacility size, number ol maintenance personnel and
capabilities are determined by the number of vehicles operated and the type of services provided within the branch facility’s
market area.

On a monthly basis, the corporate and/or division officers meet with each branch manager to discuss and evaluate the
branch operations. This evaluation is conducted through the use of flash reports on a weekly basis at the branch and division
levels. Flash reports highlight key operating data such as employee-hours, overlime hours. truck hours, revenues and
extraordinary costs. These meelings are oriented to identifving trends, opportunities and strategies m the branch facility's
proximate geographic area. Using a decentralized approach. but with strong division and corporale monitoring and strict
budgetary and operating guidelines and quality control standards, each branch manager has the authority to exercise some
discretion in business decisions. Our management information systems provide corporate management timely oversight of
branch performance.

Information Technologies
A cornerstone ol our desire to deliver responsive and cost-effective waste services is our management information
syslems network. Many of our information svstems. controls and services are designed to assist branch facilities” personnel in
making decisions based upon centradized inlormation. Financial control 18 maimtained through personnel, fiscal and
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accounting policies that are established at the corporate level for implementation at the branch locations. Qur systems allow
{or centralized billing and collection through a lock-boex system, thus enhancing cash management. This infonnation system
links our IBM AS/400 computer to each branch using the Internet that allows each branch on-line, real-ime financial,
productivity, maintenance and customer information.

Support Services

Our Support Services Teams provide our branch operations with significant assistance in maintaining exisling
customers, winning new customers and integrating newly acquired operations. These services consist of:

Risk Management Services:

«  Claims Managemen{
«  Safety Policy and Procedures Manual

+  Safety Training Programs

= Facility Inspection

»  Accident Investigation

= Safety Award Programs

»  Sile Specific Safety Awareness Programs
»  Heads up the Corporale Safety Committee

«  Emergency Task Force for Natural Disaster Response

Productivity Improvement Services:
»  Route Optimization Tools
«  Global Information System Routing Tools

+  Route Planning Protocol that maximize truck utilization

Centralized Purchasing and Asset Control lor:
+  Collection and Support Vehicles
»  Conlainers

»  Licensing

Centralized Purchasing Negotiations for:
*  Tires
*  Lubricanis
«  High Volume Parts and Supplies

+  Office and Shop Supplies

Acquisition Due Diligence and Integration Support:

+  Data Management and Custoimer Account Data Integration

Maintenance and Corporate Identity Program Implementation
+  Roule Integration
«  Employee Benefits and Related Human Resource Services

s Customer Account Profitability Analysis

Centralized Maintenance Support in order to:
«  Standardize vehicle and heavy equipment maintenance procedure
- Establish standards [or truck and heavy equipment rebuilds

+  Provide suidance and approval for truck and heavy equipment rebuilds

+  Manage our compactor rebuild lacility




*  Head up the Corporale Mainlenance Council that establishes and rolls out “Best Maintenance Practices™.

Disposal Management

We manage our disposal cost by maximizing the use of our own disposal siles whenever economically viable, by
negotialing {avorable disposal rates with third parties based on voluime commitments, by a network of transfer stations that
provide us with more {inal disposal options and a disciplined transfer station and landfill development program designed to
improve our [uture internalization rates and reduce our cost of disposal.

We use our network of transfer stations to consolidate waste from local collection vehicles and ship the consolidated
wasle in tractor/trailer loads to our landfills, thereby internalizing the waste. In some markets, our transfer stations ship 1o
third party dispoesal facilities, but penerally only when we have either negotiated favorable long-term disposal rates with these
facilities or the disposal rales generally are the sane {or all users.

In general, there is no shortage of potential land{ill space in the Southeast. There is, however, a need {or additional
landfill disposal capacily in some very specific Southeast markets. To address these opportunities, we may acquire existing
tandfills, we may develop landfills, or we may partner with an experienced landfill operator for the acquisitien, development
or assumplion of the operation of additional landfills. Generally, we would pursue such arrangements in our market area if’
we believe that ownership or operation of a landfill would provide cost benefits and create shareholder value.

Most Southeast markets have surplus land{ill capacity. In these markets, landfill operators are aggressively soliciting
solid wasle volumes to ensure cash [lows sufficient lo support ongoing land{ill operating and construclion cosl. In these
markets, we will conlinue o use our traditional system of consolidating waste and negotialing [avorable disposal rales unless
we believe that ownership or operation ol a landfill would provide cost benelits and create shareholder value.

In some of our markets, we rely on municipally owned waste-to-energy plants for the disposal of our solid wasie. [n
these markets, disposal cost is the same for all users; as a result, no one has a competitive edge when it comes to the cost of
disposal.

Recveling, composting and waste reduction continue to play a role as alternate disposal methods. State and local
governments have mandated specilic rules and regulations lor the recveling ol construction and demolition wasle, residential
recyclables, used tires and yard waste. In some Jurisdictions, materials such as yard waste and cardboard have been banned
for landfill disposal, and yard wastle must be disposed of at a composting or yard waste facility and cardboard at a recycling
center. Where applicable, we have adjusted our collection and disposal operations 1o be in compliance.

Landfill Capping, Closure and Post-Closure Costs

We have financial obligations relating to capping, closure and post-closure costs for the landll sites we own and
operate, exceplt for the Wake County Landfill in North Carolina which we operate bul are not contractually responsible for
zapping., closure and post-closure costs. Our obligations for these cosls will increase if we decide 1o develop or acquire
additional landfill sites in the future,

Landfill capping. closure and post-closure costs include estimated costs 1o be incwrred for final closure of Tand{ills and
estimated costs tor providing required post-closure monitoring and maintenance of tandiills. We estimate these fulure cosl
requirements based on our interpretation ol the technical standards of the Environmental Protection Agency’s Subtitle D
Regulations. Our estimate ol these costs considers when the costs would actually be paid and factor in inflation and discount
rales. We provide accruals for these [uture costs (generally lor a term ol 30 years aller 1nal closure of any landfill), and will
provide additional accruals for these and other landfills we might acquire or develop in the [uture, based on engineering
estimales of consumption of airspace over the uselul lives of such lacilities. While the precise amounts of these future
obligations cannol be determined. we paid $0.2 million in 2007 and. at December 31, 2007, we estimale total landfill closure
and post-closure costs of approximalely 7.9 million for the atrspace consumed to date. There can be no assurance that our
ultimate financial obligations lor actual closure or post-closure costs will not exceed the amount accrued and reserved or
mmounts otherwise receivable pursuant 1o insurance policies or trust [unds. Such a circumstance could have a malterial
adverse effect on our [inancial condilion and results of operations.

Marketing and Sales

We market our services locally through our regional and branch managers and approximately 42 direct sules
representatives who focus on commercial. ndustnial and residential customers. In addition to traditional methods of obtaining
customers through cold calls. referrals, vellow page and other local market print advertising and overall market reputation,
we [ocus on new account sales through an indegrated prospect data base system which targets new account development.
Some branch Tocations have dedicated sales representatives that market residential services. We engage n direct mail
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campaigns and door-to-door marketing and work with real estate agents and developers to sell services to new developments.
Addli)[io%]al]y we attend and make preseniations at municipal and state conferences and advertise in governmental
1

assocjations’ membership publications,

l[f Our sales represenlatives visit customers on a regular basis and make sales calls to potential new customers. These

.‘ ‘ sales representatives receive a significant portion of their compensation based upon cerlain incentive formulqs. We

F ‘ emphasize providing quality services, customer sali.slfacnon and 1'61@1111'0[1_, and believe that this focus on qu'zillly service will
. help retain existing customers as well as attract additional customers. Mamt_enance ofa If)ca] presence and lfiellllly Is an

i important aspect of our marketing plan. In order to accomplish these objectives, many of our managers are involved in local
l; governmental, civic and business organizations.

: Competition

The solid waste management industry is highly competitive, very fragmented and requires substantial labor and capital
resources. Inlense competition exists within the mdustry not only for collection, transportation and disposal volume, bul aiso
for acquisition candidales. The industry includes three large national waste companies: Wasle Management, Inc.; Allied
Waste Industries, Inc.; and Republic Services, Inc. There are several other public companies in the industry with annual
revenue in excess of S100 million, including Casella Waste Systems, Inc. and Waste Connections, Inc. We compele with a
number of these and other regional and local companies, including publicly and privately owned providers of incineration
services.

‘ We also compete with certain municipalities that operate their own solid waste collection and disposal facilities. These
! municipalities may have certain advantages over us due to the availability of tax revenues and tax-exempi financing.

| We compete for collection and recyeling accounts primarily on the basis of price and quality of our services. From time
(o time, competitors may reduce the price of their services in an effort {o expand market share or to win & compelitively bid
‘ municipal contract. These practices may also lead 1o reduced pricing for our services or the loss of business.

| Competitive Bid Contracts

| We provide a substantial portion of our residential collection services under municipal contracts and, at December 31,
2007, approximately 29% of our revenues came [rom municipal contracts. As is generally the case in the industry. municipal
contracts are subject to periodic compeltitive bidding. The balance of our residential services is provided on a subscriplion
basis. Al December 31, 2007, we had not lost, nor do we reasonably expect 10 lose, a contract that would have a material
adverse effect on our {inancial condition or results of operations because the contract either was or is nol material. Our
inability 1o compete with larger and better capitalized companies, or (o replace a significant number of municipal contracts
lost through the competitive bidding process with comparable contracts or other revenue sources within a reasonable time
period, could have a material adverse effect on our results of operations.

Emplovees

Al December 31, 2007, we employed approximately 1,600 full-lime employees. None of our emplovees are
represented by unions and we believe that our employee relations are good. We are highly dependent upon the services ol the
members of our management tean. the loss of any of whom might have an adverse effect on our operations.

Risk Management, Insurance and Performance Bonds

We actively maintain environmental and other risk management programs appropriale for our business. Our
environmental risk management program includes evaluating both existing facilities, as well as potential acquisitions. for
environmental law compliance and operating procedures. We also maintain a worker safety program that encourages safe
practices in the workplace. Operating practices at all of our existing operations siress minimizing the possibility of
environmental contamination and litigation.

We carry a range of insurance iniended to protect our assets and operations, inctuding a commercial general liability
policy and a property damage policy. I a partially or completely uninsured claim were made against us (including liabilities
assoctated with cleanup or remediation at our own facilities) and it was successful and of sufTicient magnitude. 11 could have
a material adverse elfect on our results of operations or linancial condition. Any futare difficulty in obtaining insurance could
also impair our ability to secure future contracts. which might be conditioned upon the availability of adequate insurance
coverage.

Municipal solid waste collection contracts may require performance bonds or other means of (inancial assurance 10
secure contractugl performance. We have not experienced difficulty in obtaining performance bonds or letters of credit lor




our current operations. At December 31, 2007, we had provided customers and various regulatory authorities with bonds and
letters of credit ol approximately $56.3 million to secure our obligations. If we were unable {o obtain surety bonds or letters
of credit in sufficient amounts or al acceplable rates, we may be precluded [rom entering into additional municipal solid
wasle collection contracts or obtaining or retaining land[ill operating permits.

Regulation
Introduction

We are subject to exlensive and evolving federal, state and local environmental laws and regulations that have been
enacted in response 1o technological advances and increased concern over environmental issues. These regulations not only
strictly regulate the conduct of our operations but also are related directly to the demand for many of the services we offer.

The regulations affecting us are administered by the EPA and various other federal, state and local environmental,
zoning, health and safety agencies. We believe that we are currently in material compliance with applicable federal, state and
local laws, permits, orders and regulations, and we do not currently anticipate any material environmental costs although
there can be no assurance in this regard. We anticipate there will continue to be increased regulation, legislation and
regulalory enforcement actions related (o the solid waste services indusiry. As a result, we atlempt o anticipale future
regulatory requirements and to plan accordingly to remain in compliance with the regulatory framework,

In order lo transport waste, we must have one or more permils {rom state or local agencies. These permits also must be
periodically renewed and are subject to modification and revocation by the issuing agency. None of our permits has ever been
revoked. Similarly, we oflen are required to have a local government franchise, which franchise may expire and be subject 1o
modification or revocation. None of our franchises has ever been revoked.

In order lo develop, own or operate a landfill, a transfer station or other solid waste facilities, we are required to go
through several governmental review processes and obtain one or more permits and often zoning or other land use and local
government approvals. Obtaining these permits and zoning, land use and local government approvals is difficult, time
consuming and expensive. In addition, this process is ofien opposed by various local elected officials and citizens® groups.
Once oblained, operating permits generally must be periodically renewed and are subject to medification and revocation by
the issuing agency.

Qur [acilities are subject to a variety of operational, monioring, site maintenance, closure, post-closure and fimancial
assurance obligations that change from time to time and which could give rise to increased capital expenditures and operating
costs. In connection with any such land{ills, it is ofien necessary (o expend considerable lime, effort and money in complying
with the governmental review and permitting process necessary to maintam or increase the capacity of these landiills.
Governmental authorities have broad pewer 1o enforce compliance with these laws and regulations and to obtain injunctions
or impose civil or criminal penalties mn the case of violations,

The principal federal. stale and local statutes and regulations applicable to our various operations are as follows:

The Resource Conservation and Recovery Act of 1976

The Resource Conservation and Recovery Act of 1976, also known as RCRA, regulates the generation, treatment,
storage. handling, transportation and disposal of solid waste and requires states to develop programs to ensure the sale
disposal of solid waste, RCRA divides solid waste into two groups, hazardous and non-hazardous. Wastes are generally
classified as hazardous if they either are specifically included on a list of hazardous wastes or exhibit certain hazardous
characteristics and are not specifically designated as non-hazardous. Wastes classified as hazardous under RCRA are subject
1o much stricter regulation than wastes classified as non-hazardous. Among the wastes that are specifically designated as non-
hazardous waste are household waste and “special™ waste, including items such as petroleum contaminated soils. asbestos,
[oundry sand, shredder fTuft’ and most non-hazardous industrial waste products.

Although we currently are not involved with transportation or disposal of hazardous substances, we transported
hazardous substances in the past and might become involved with hazardous substance transportation and disposal in the
future. The EPA regulations issued under Subtitle C of RCRA impose a comprehensive “cradle to grave™ syslem for tracking
the generation, transportation, weatment, storage and disposal of hazardous wastes. The Subtitle C Regulations provide
standlards {or generators, transporters and disposers of hazardous wastes, and [or the i1ssuance of permits for sites where such
material is treated, stored or disposed. Sebtitle C imposes detailed operating, inspection, training and emergency
preparedness and responsce standards, as well as requirements for manilesting, record keeping and reporting, lacility closure,
peost-closure and {inancial responsibilities.




In October 1991, the EPA adopled the Subtitle D Regulations governing solid waste landfills. Because we own and
operate landfills, we must comply with these regulations.

The Subtitle D Regulations, which generally became effective in October 1993, include location restrictions, facility
design standards, operating criteria, closure and post-closure requirements, linancial assurance requirements, groundwater
monitoring requirements, groundwater remediation standards and corrective action requirements. In addition, the Subtitle D
Regulations require that new land(ill sites meet more stringent liner design criteria (typically, composite soil and synthetic
liners or two or more synthetic liners) designed 1o keep leachate out of groundwater and have extensive cotlection systems 1o
carry away leachate for treatment prior 1o disposal. Groundwater monitoring wells must also be installed at virtually all
landfills to monitor groundwater quality and, indirectly, the leachate collection syslem operation. The Subtitle D Regulations
also require, where threshold test levels are present, that methane gas generated at landfills be controlled in a manner that
protects human health and the environment. We are not aware of any problem with methane gas at any ol our facilities. Each
state is required to revise its landfill regulations 1o meet these requirements or such requirements will be automatically
imposed upon it by the EPA. Each stale is also required to adopt and implement a permit program or other appropriate system
to ensure that landfills within the state comply with the Subtitle D Regulations criteria. Various sfales in which we operale
now or might in the future have adopled regulations or programs as stringenl as, or more stringent than, the Subtitle D
Regulations. Failure to comply with these regulations could require us to undertake investigatory or remedial activilies, to
curtail operations or to close a landfill temporarily or permanently. Future changes in these regulations might require us to
modify, supplement or replace equipment or lacililies at costs that might be substantial. The failure of regulatory agencies to
enforce these regulations vigorously or consistently might give an advantage (o our competilors whose lacilities do not
comply with the Subtitle D Regulations or its state counterparts. Our ultimate financial obligations related 1o any failure to
comply with these repulations could have a material adverse effect on our operations and financial condition.

The Federal Water Pollution Control Act of 1972

The Federal Water Pollution Control Act of 1972, known as the Clean Water Act, cstablishes rules regulating the
discharge of pollutants from a variely of sources, including solid waste disposal sttes and transfer stations, into waters of the
1J.S. Because we own and operate landfills and transfer stations. we must comply with this Act, For example, if run-off or
collected leachate from our transier stations or from our owned or operated landiills is discharged imto streams, rivers or other
surlace waters, the Clean Water Act would require us {o apply {or and obtain a discharge permit, conduct sampling and
monitoring and possibly reduce the quantity of pollutants in such discharge. Also, virtually all landfills are required to
comply with the EPA’s storm water regulations issued in November 1990. Such regulations are designed to prevent possibly
contaminated land{ill storm water runoff frem flowing into surface waters, We belicve that our [acilities are in compliance in
all material respects with Clean Water Act requirements, including these state requirements. Various states in which we
operate now or might in the future have delegated authority to implement the Clean Water Act permitting requirements, and
some of these states have adopled regulations that are more stringent than the federal requirements. Further. under certain
circumstances, the Act authorizes the institution of lawsuits by private citizens to enforce provisions ol the Act.

The Comprehensive Environmental Respanse, Compensation and Liability Act of 1980

The Comprehensive Environmental Response. Compensation and Liability Act ol 1980, also known as CERCLA,
established a regulatory and remedial program intended to provide [or the investigation and cleanup ol facilities from which
there has been, or is threatened, o release of any hazardous substance mnto the environment. CERCLA’s primary mechanism
for remedying such problems is (o impose strict joint and several liability for cleanup of facilities on current owners and
operators of the site and lormer owners and operators of t